This study examines stock market reaction and the impact of IFRS adoption on the Nigerian stock market. The paper also evaluates the effect of the Central Bank of Nigeria (CBN) reforms on earnings management of Nigerian banks. The result indicates no evidence of any significant effect on the market but a negative stock reaction in the medium term. Our finding highlights mixed impact of IFRS adoption on earnings management; but a significant decrease in earnings management in the post CBN reforms. Our study shows that adoption of IFRS was wrongly timed in Nigeria as the fragile investors' sentiment which was just recovering from the shock of the global financial crisis could have been weakened by the negative market returns. These results have signal effect on investors.
Introduction
In response to the financial irregularities in some Nigerian banks following the [2007] [2008] global financial crises, the central bank of Nigeria (CBN) between 2009 and 2012 introduced several banking reforms to enhance the quality of information provided by banks. These reforms were aimed at tackling poor quality financial reporting, and in order to restore confidence in the system (Lamido, 2012) . The reforms coincided with IFRS adoption in which the Nigerian authorities mandated all listed companies including banks and significant public interest entities to adopt IFRS effective from 1 st January 2012. Hence this paper investigates the joint impact of the banking reforms and IFRS adoption on earnings management of Nigerian banks.
Most studies on the impact of mandatory IFRS adoption have focussed on developed economies and countries such as the EU member states, the G-20 member countries, or the emerging economies like Brazil with little attention paid to examining its impact in developing countries (Daske et al, 2008; Chen et al, 2014; Armstrong et al, 2010) . And to the best of our knowledge, no studies have examined the effect of both the IFRS adoption and bank reforms concurrently on the management of bank earnings. Although, Green and Reinstein (2004) examine bank reform, their study focuses primarily on the effect of such reforms on fraudulent practices. This paper therefore fills two gaps. First, it examines the impact of IFRS adoption on bank stocks of a developing country. Second, we evaluate the impact of bank reforms following IFRS adoption on earnings management of listed banks in Nigeria. We use Nigeria as a test case as it is considered Africa's largest growing economy (The Economist, 2014) .
Our study investigates the market's reaction to mandatory IFRS adoption. The paper provides empirical evidence of IFRS impact on the Nigerian financial market. By so doing, we hope to provide to the policymakers, a basis for evaluating the success of the policy. Jim´enez and Saurina (2006) emphasise the importance of prudent accounting system particularly in the face of the overwhelming evidence of earnings management in the banking sector (Gombola, et al, (2016; Akinobu and Iwasaki, 2015) ; as well as robust prudential guidelines required by the IFRS. Banking reforms therefore become the best option of instilling any significant prudential behaviour through accounting rules. The effectiveness of such reforms has not being empirically examined in the banking studies. Thus this study provides a lead towards such evaluations particularly in developing economies.
Our findings indicate that the stock market did not react immediately following the announcement that IFRS would be mandatorily adoptedby the banks, and that that earnings management decreased with the Central Bank of Nigeria reforms. These results present an interesting perspective different from those argued in previous studies. The rest of the paper is structured as follows. Section 2 reviews the extant literature and formulates our hypotheses. In section 3, we describe the data source while section 4 is the research method and regression model. In section 5, we present the results and an accompanying discussion while section 6 concludes the study and makes suggestions for future research.
Literature review and hypotheses development
Our study is underpinned by the signalling hypothesis. Based on signalling theory, corporate disclosures usually signals companies' performance to shareholders; we argue that the IFRS adoption serves as a signal to investors on the credibility of financial reports. Corporate and economic theories suggest that disclosure plays an important information role in market based economics (Healy and Palepu, 2001) , and that increased disclosure levels can reduce information asymmetries between the firms and investors (Verrecchia, 2001) . Most empirical studies examining the benefits of IFRS claim that increased disclosures have mixed results and typically focus on capital market effects and earnings management (Laia et al, 2014) . Our study extends prior research on the IFRS on management of earnings by investigating the impact of the mandatory IFRS adoption during a period of bank reforms in Nigeria.
Applying the signalling hypothesis to our empirical setting, we argue that IFRS adoption increases the disclosure level of a firm by allowing outside capital providers to have more information to evaluate the return of investment opportunities. Previous studies opine that increased disclosures reduce the information advantage of managers, and hence increase market liquidity and reduction in cost of capital (Easley and O'Hara, 2004) .
Although accounting statements are prone to manipulation, however the conjecture is that informed investors can still infer some useful information about the value of the firm. Value relevance studies in financial accounting assess how accounting information is used by investors in equity valuation. Thus, a combination of IFRS adoption and bank reforms signal a high level of credibility on the financial information provided to investors. As earlier noted, the IFRS is characterised by high quality of earnings and extensive disclosure relative to the domestic accounting standards (Moscariello et al, 2014; Armstrong et al, 2010) . Therefore, the mandatory adoption of IFRS and the consequent bank reforms by the central banks will provide a signal that new financial information provided are credible and relevant to investors.
A remarkable challenge in the adoption of the IFRS in Nigeria is that the infrastructure supporting the financial reporting system such as the auditors, analysts, accountants have developed around the Nigerian Statement of Accounting Standards, and not with the IFRS.
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As Madawaki (2016) Adopting IFRS without fully implementing it does not bring about the full benefits of increase from the information environment. Countries with stronger legal systems and enforcement mechanisms for implementing the standards benefit more from adopting IFRS than other countries with weaker legal systems (Pope and McLeay, 2011; Soderstorm and Sun, 2007) . Since these national barriers or boundaries cannot be erased overnight, differences in accounting quality may persist into the future.
Rationalising these findings in literature, it could be logically inferred that the mandatory adoption of IFRS in Nigeria would attract positive investor reaction. It would bring about cross-country comparability of financial statements which in turn could increase the confidence of foreign investors. Thus, it is on this premise that the following hypothesis is developed:
The mandatory adoption of IFRS in Nigeria will attract positive investors' reaction.
IFRS adoption in Nigeria and earnings management
The goal of the IASB in propagating IFRS is to develop an internationally acceptable set of high quality financial reporting standards. Studies examining the impact of IFRS adoption in Nigeria have focused mainly on the stock market reactions and value relevance following the announcement and adoption of the standards (Umoren and Enang, 2015; Okoye et al., 2014; Ajao and Wemambu, 2012) . These studies provide evidence that the adoption of the Standards enhanced the credibility of the financial statements. Okpala (2014) examines the role of IFRS adoption in attracting foreign direct investments (FDI) in Nigeria and argues that the significant growth in FDI is attributable to the adoption of IFRS by the country.
According to Madawaki (2016) , the adoption of IFRS in Nigeria was planned into three phases: the first was for publicly listed entities and significant public interest entities to prepare their financial statements using applicable IFRS by January 1 The adoption of the IFRS has significant implication and effect on taxation in Nigeria. Madawaki (2016) This hypothesis is consistent with the line of thought that the mandatory adoption of IFRS in Nigeria will cause Nigerian banks to make more detailed disclosures of their true financial position and this will subject them to more scrutiny and decrease their incentive to 'manage' their books. This argument is built on the premise that IFRS has a higher disclosure quality than Nigeria's local accounting standards, otherwise the Nigerian authorities will not have any incentive to advocate its adoption if it does not improve their accounting quality.
Impact of banking reforms on earnings management
The banking reforms which took place in Nigeria from 2009 to 2012 were initiated to enhance the quality of banks, establish financial stability, enable healthy financial sector evolution and ensure the financial sector contributes to the real economy (Lamido, 2010) .
The Nigerian banking system was at the brink of collapse following the global financial crisis. There were inadequate disclosure and transparency of banks' financial position, critical gaps in regulatory frameworks and enforcement, poor corporate governance and uneven supervision and enforcement. Therefore, exhaustive measures were needed to forestall impending collapse of the system.
Responding to the threat of collapse, the CBN injected six hundred and twenty billion naira (equivalent of US $ 41, 333, 333, 333) into the banking system and replaced the management of eight Nigerian banks. Other measures adopted include strengthening the corporate governance in banks to ensure they abide by international best standards, setting up an internal risk management initiative based on the ICAAP (UK) and COSO (US) frameworks in order to develop Nigerian capital adequacy and enterprise risk assessment process, establishing an examination committee to partner the Nigerian Accounting Standards Board in making sure that banks adhere to the Nigerian GAAP and IFRS (Lamido, 2012) . The banks were saved, although some of them did not retain their previous corporate structure.
For example Access bank merged with Intercontinental bank into a standalone Access bank following the reform. The bone of contention is whether these reform measures adopted had the desired impact on earnings management.
Following the 'dot.com' bubble burst in the early 2000s, which exposed the endemic misrepresentation of the true financial position of some US corporations; US legislators enacted the Sarbanes-Oxley Act of 2002 which sought to improve the accuracy and reliability 9 of financial information presented by organisations. Researchers investigated the immediate impact of these reform and found that earnings management decreased consistent with investor expectation (Li et al., 2008) and firms reported lower discretionary accruals after the act was enacted than in the period before the Act (Lobo and Zhou, 2006) .Such incidence are not surprising as Ewert and Wagenhofer (2012) show the existence of a subtle interactions between accounting standards, the institutional environment, and earnings management. Stocken (2013) suggests that a firm's disclosure policy depends on the features of its environment.
Just like the Sarbanes-Oxley reform, it is debatable as to whether the Nigerian banking reforms is sustainable though in the short to medium term reforms usually achieve their intended objective. This could partly be due to the public apathy towards infringing companies, consequently firms keen on maintaining a good corporate image would try to avoid a public backlash.
Drawing inference from the findings observed in the US it is plausible to expect that the banking reforms embarked upon by the Nigerian authorities would have positive impact on Nigeria's banks. Based on this premise, the third hypothesis is expressed as:
H3: Banking sector reforms reduced earnings management in Nigerian Banks.
Data
Our sample comprises of all commercial banks currently operating in Nigeria as at December 
Methodology and regression model a. Examining market's reaction to IFRS adoption
Similar to Armstrong et al., (2010) stock market return is adopted as proxy for measuring investors' reaction. It is expected that investors will react positively to news that a firm 11 voluntarily adopts IFRS, or when it is mandated and complies to do so. Consequently it is expected that the stock market return of IFRS adopters will be significantly different from that of the index during the adoption period. Variable RETURN is used as proxy to measure market reaction and it is calculated as the difference between the three quarter stock return of IFRS adopters and the three-quarter return of the Nigerian Stock Index over the same period.
The period of the stock return observed is one quarter before and after the firm publishes its first IFRS compliant statement. This three-quarter window is used to ensure the return obtained is not due to spurious market volatility. It is assumed that RETURN captures the abnormal market return attributable to IFRS adoption. It is also assumed that no other significant event or news took place during the event window that might bias or confound the return.
Three scenarios to which investors are likely to respond to are identified. They are:
1. When the Nigerian authorities announced in July 2010 that banks are to mandatorily adopt IFRS.
2. When the banks actually adopts IFRS.
3. And the period after the banks produced their first full year IFRS compliant statement.
These scenarios (events) are examined separately using event study methodology. As noted previously, four banks had already voluntarily adopted IFRS even before the Nigerian authorities announced that the standards will be mandatorily implemented; hence they are excluded from the sample for event 1 study. For the test to be unbiased it is assumed that investors respond quickly and rationally to these events and that the market is efficient. These assumptions are necessary because if investors do not respond quick enough or rationally during the event window, any changes in stock return recorded during the period could be attributed to chance. Where there are significant frictions in the market that could impair investors' responsiveness to changes in the information environment, then the window of observation may not be large enough to capture the full reaction.
To test the market's reaction to event 2, the study examines the period when the banks actually adopt IFRS regardless of whether the firm is an early adopter or late adopter. There has been two accounting year-end since IFRS was mandatorily enforced; this provides an opportunity to test the short to medium run investors' reaction to the enforcement (event 3).
The event model design is similar toFama and French (1993) which suggest that overall market factors, firm size and book to market equity are the main risk factors that affect stock return. The model used for the event study is given as:
(See appendix for definition of variables).
Model 1 is appropriate for testing events 1 and 2 since in the short term the impact of changes in macroeconomic variables may not be fully transmitted into the stock market so the excess abnormal return observed is only due to investor's reaction to the event. It is important to note that this has nothing to do with frictions or inefficiency of the stock market but with the several stages it takes before the benefit of a policy action is felt by firms. For example if the Central Bank announces cut in interest rate, the firm's cost of debt does not immediately reflect this change and their existing obligations may not be affected if they were fixed when the contract was entered. The benefit will be felt in future contracts. It is expected that model will generate a statistically significant result and that BTM and FS capture the cross-sectional variation of returns of the stocks.
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In order to extend the model to be applicable for studying event 3, some observations and assumptions are necessary. The US Federal Reserve began cutting down its monthly assets purchases in 2013 and stock markets around the world, particularly in emerging and developing countries, experienced significant capital outflow. Nigeria's stock exchange was not immune to the fallout. Its all-share index declined significantly, although it has since rebounded, exchange rate also depreciated. These shocks are likely to have affected all stocks listed on the exchange.
For simplicity it is assumed that these shocks will impact all stocks of all listed banks in Nigerian stock exchange in the same manner and to the same extent. This assumption is necessary because it makes it less complicated to isolate the impact of each shock on each stock. If all stocks are affected by shocks in the same manner and to the same extent then subtracting the index's return from a firms' stock return would ensure that the residual return are firm specific. Based on this assumption, model 1 can now be used to estimate event 3.
The frequency of data for stock return and corresponding index return along with other variables in model 1 are weekly instead of the quarterly as used for event 1 and 2. This is because for event 3, the aim is to access investor's reaction over a relatively long period (2 years) and not over a critical period, hence the need for more observations.
b. Measuring IFRS impact on Earnings management
Two metrics are used to assess the impact of IFRS adoption on earnings management in Nigerian banks. Dechow et al. (1995) provide a good overview of several methods of examining earnings management. One of the most common proxies used for measuring earnings management is discretionary accruals. Accruals are the part of the revenue and expenses that do not involve collections and payments so do not reflect on the cash flows 14 hence making it vulnerable for manipulation. It is calculated as the difference between profit and operating cash flows.
However, owing to the specific accounting requirement which financial institutions are required to meet, the Jones model cannot be used in this study. Industrial and commercial companies treat debt and leverage differently from banks and this will affect how items on their financial statements are interpreted.
To ensure comparability between this study and that of prior studies, a pooled estimation model similar to that used in Barth et al., (2008) , Ahmed et al., (2013); Capkun et al., (2012) . Owing to the intensive scrutiny banks face from several regulatory bodies, bank managers are less likely to manipulate their cash flows in order to smooth their earnings. Accruals then become the likely item that can be used to manipulate earnings. Barth et al., (2008) suggest that if firms use accruals to manage earnings, then the variability of the change in net income should be lower than that of operating cash flow. This is because the volatility of net income will no longer track that of operating cash flows. Change in cash flows ΔCF is modelled as:
Model 3 is similar to model 2 except for the dependent variable. This is because as opined by Barth et al., (2008) ΔCF is also likely to be sensitive to variety of factors un-attributable to the financial system just like ΔNI. The variability of ΔCF is studied by examining the variance of the residuals generated by the model 3 pre and post IFRS adoption. The analysis is performed on the two subsets of the data: early IFRS adopters and late IFRS adopters. For 16 each sample the ratio of the variability of ΔNI to variability of ΔCF is calculated. A smaller ratio will suggest the presence of earnings management.
c. Impact of banking reform on earnings management
We test whether the banking reforms introduced by the CBN had a significant impact on earnings management in Nigerian banks. One of the anomalies that triggered the CBN's intervention was that some banks were still recording non-performing loans as assets on their books, instead of writing off, thereby manipulating their earnings. The intervention compelled banks to write off bad debts or at least make provision for it as soon as they become aware that the debtor can or is no longer able to meet his obligations.
We use panel data and applied the modified of Leventis et al., (2011) and Ahmed et al., (1999) (See appendix for definition of the variables).
A dummy variable IFRS is introduced to control for the impact of the mandatory IFRS adoption. As noted previously, the banking reforms occurred simultaneously with IFRS adoption hence the need to control for its impact. It is expected that due to the higher disclosure quality owing to IFRS adoption, earnings management will decrease. The ratio of loan loss provision to total loans (LLPR) is used instead of the face value of the provision to ensure that proxy is comparable among banks regardless of their size. Larger banks are more likely to issue more loans than smaller banks hence their loan loss provision may be higher than those of smaller banks in absolute terms but not necessarily so proportionally.
The ratio of earnings before taxes and loan loss provisions to total assets (EBT) is used as proxy for measuring earnings management. This metric is chosen because it accounts for the influence of LLPs for which evidence from Anadarajan et al., (2003, 2007) and Perez et al., (2008) Consequently if banks managers were to use loan loss provisions for earnings management purposes, it is expected that EBT will have a positive coefficient (Leventis et al., 2010) . It is expected that the coefficient of the interaction term REFORM*EBT will be smaller post banking reform. A second interaction term that attempts to capture the interaction between
IFRS adoption, banking reform and earnings management (IFRS*REFORM*EBT) is
18 introduced in the model to capture banks who still manage their earnings post banking reform; hence it is likely to be positive and significant.
Result and discussion

Descriptive results
Tables 1, 2and 3present the list, net income and descriptive statistics of the remaining 15 banks that meet the sampling criteria and used in the study.
[Insert Table 1here]
All relevant accounting information used in the study was obtained from the respective bank's published statement and from Bloomberg, a global financial resource database.
Bloomberg was the primary source of the data as it ensures that the information obtained is Table 2 shows that there is no change in the net income of the late adopters even after adoption. This suggests that this category of banks were less susceptible to earning management. However, the level of loan loss provision of late adopters reduced from 0.157 to 0.124 indicating that the CBN reforms together with the IFRS adoption have effective impact in the classification of loan losses.
[Insert Tables 2 and 3 adoption. This is because adopting IFRS leads to an improvement to the information environment. However, our result finds no statistical significant evidence of a positive investor reaction to IFRS adoption in Nigeria.
The result represents a deviation from the theoretically predicted outcome. Several factors could have been responsible for the deviation of the result from the hypothesised prediction.
The model only had 10 observations and this is a relatively small sample size. The research design restricts the number of observation that could be allowed in the sample. Only currently listed banks could be included in the sample. This criterion precludes some banks that were operational when the announcement was made but have since been delisted from the stock exchange or acquired by other banks. This raises the prospect that the model may suffer from survivorship bias.
[Insert Tables 4]
The likely explanation to our result is based on efficient market hypothesis (we assumed it holds). Taking into account the frictions in the market, assuming the market is semi-strong form efficient. There has been speculation in the market that banks will be made to adopt stricter measures in response to the fallout from the global financial crisis. Some of the top performing banks like GT bank and First bank had already adopted IFRS, so it was only a matter of time before the regulators made it compulsory for all other banks. Also multinational banks like HSBC and Commerz banks were already requiring their local partners to adopt IFRS in order to ensure long term partnership. This information was public 21 and since the market is semi-strong form efficient, it would have priced this anticipated enforcement into the price of stocks, hence the reason why there was no noticeable market reaction.
The implication of this finding is either the Nigerian stock exchange is fairly efficient and stock prices reflects publicly available information, or that investors were actually waiting for the announcement to be enforced before they react. Weak enforcement standards in developing countries might have delayed market reaction to policy announcements. The result reveals that the market reacted more negatively to IFRS adoption in larger banks.
Market reaction: Adoption period
A firm that is 1% larger than the market average generates 0.113% less return than the market return.
[Insert Table 5 Whilst this finding presents a unique perspective, it is important to understand the context surrounding the adoption period. Majority of the banks adopted IFRS in 2012 and this represents the period when banks were making adjustments owing to the reforms introduced by the CBN to reposition Nigerian banking sector. The near collapse of the banking sector as a result of the global financial crisis had already weakened investor sentiment (local and foreign alike), so any further discovery of inadequacy in the bank books will likely trigger a significant negative reaction. One likely inference that could be drawn from this finding is that Nigerianlocal accounting standardshas a lower disclosure quality than IFRS; adopting IFRS increased the information environment of the investors.
From a policy perspective, we posit that mandating the adoption of IFRS was wrongly timed.
The immediate negative returns could have further weakened the fragile investors' sentiment which was just recovering from the shock of the global financial crisis. If this sentiment was transmitted to the real economy, it might have triggered a full scale collapse of the banking system. The counter argument is that by ensuring that Nigerian banks adhere to global best practises (even though it is not certain that it would forestall future crisis), the Nigerian authorities have signalled to the investing public that they are willing to and are doing everything possible to address the anomalies in Nigerian banks. Table 6 presents results showing market's reaction since the mandatory adoption of IFRS by Nigerian banks. The result indicates that the book market equity is significant suggesting that following the mandatory adoption of IFRS, the returns of banks have been significantly lower than those of the market index. This suggests that the short term negative investors' reaction observed continued into the medium term, although its impact is a lot weaker.
Market reaction: Post IFRS Adoption
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[Insert Table 6 here]
The findings indicate that the market reacted more negatively to IFRS adoption in firms with higher book to market equity. Generally firms with higher book to market equity are firms whom the market do not anticipate any significant event or opportunity that would boost its future earnings potential. They can also be firms who the market suspects have an underlying structural or operational problem, hence their stock price signals investors negative sentiment about the firm and this reflects on their market value. Given that during this period many Nigerian banks recovered from the financial crisis and re-strategise their operation, it is rational for the market to react negatively to firms that have not made this transformational signal.
Our model result corroborates thesignal hypothesis that a firm's stock price is a signal of its intrinsic value. This explains why the model finds negative relationship post IFRS adoption for firms with higher book to market ratio.
The finding suggests some that evidence the Nigerian stock exchange is fairly efficient.
Overall it is seen that the mandatory adoption of IFRS in Nigeria attracted investors reaction, this reaction even though negative suggest an improvement in the information environment due to the higher disclosure requirement of IFRS relative to Nigeria's local standards. The market reaction was larger in the short term, as expected, and still persisted into the medium term, although its impact diminished.
Measuring the impact of IFRS adoption on earnings management
Using changes in net income (ΔNI) Table 7 present results comparing the level of earnings management in Nigerian banks pre and post IFRS adoption. The sample was divided into two, early adopters and late adopters, to reflect the period in which the banks adopted IFRS. Analysis of the two samples yielded different result. For early adopters, result show that the variability of change in net income (ΔNI) was lower before IFRS adoption, whereas it was higher in late adopters. This finding could present an important insight behind the incentive that inspired firms to adopt IFRS before they were mandated.
[Insert Table 7 here]
The difference in the variability of net income before and after IFRS adoption suggests evidence of earnings management. The result indicates that earnings management was higher in early adopters before IFRS adoption. This finding challenges the signalling hypothesis earlier proposed that adopting IFRS was meant to signal to investors, foreign and local alike, that the bank abided by global best practises and this was meant to increase their competitive advantage in attracting foreign direct investment. Our result supports the evidence show that earnings management decreased after IFRS adoption, implying that it is likely influenced by IFRS adoption (Barth et al., 2008 and Zeghal et al., 2011) .
For late adopters, the result finds evidence that the variability of ΔNI was higher before IFRS adoption. This suggests that earnings management increased in late adopters post IFRS adoption. This finding leans support to previous studious (Callao and Jarne, 2010 and Ahmed et al., 2013) of increased earnings management post IFRS adoption. Table 8 presents the level of earnings management in early and late IFRS adopters in the periods before and after adoption. We use the ratio of the variability of change in Net income to the change in cash flow as a metric for measuring earnings management. Findings reveal that earnings management decreased in early adopters post adoption whereas it increased in late adopters post adoption.
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Using changes in Cash flow
[Insert Table 8 here]
The result shows that for early adopters, the variability of the ratio of change in net income to change in net cash flow was higher in the post adoption period than the pre adoption period, and this is consistent with our previous result, where a different metric was used.Hence, it confirms that even after accounting for other factors that might affect the banks' cash flows, earnings management decreased post IFRS adoption. Therefore it can be concluded that for early adopters, IFRS was most likely responsible for the decrease in earnings management.
The higher disclosure requirement of IFRS relative to local accounting standards was likely responsible for the meant that band had fewer avenues to misrepresent their true and fair financial position.
For late adopters the result shows that the variability of the ratio of change in net income to change in cash flow was higher in pre IFRS adoption. This finding is also consistent with ourprior finding that earnings management increased post adoption for late adopters. Hence the previous finding cannot be dismissed as occurring due to chance. It is therefore important to understand the rationale behind this occurrence.
The migration from one accounting standards to another, particularly when they are mandated, usually subjects the firms' account to greater scrutiny at the early phase. Observers [Insert Table 9 here]
Impact of banking reforms on earnings management
The model used for the investigation is a pooled OLS model. The coefficient of EBT is positive, as predicted, highlighting the presence of earnings management thus corroborating the findings of Anandarajan et al. (2003 Anandarajan et al. ( , 2007 and Perez et al. (2008) , although it is not statistically significant at the 95% confidence level. (Leventis et al., 2011) . However owing to the asymmetric information between banks managers and regulatory authorities; it is not possible to truly tell the primary motive behind such actions.Overall the findings are indicative of a decrease in earnings management after the CBN enacted its reforms. However since the result is weakly significant, the decrease in earnings management cannot be fully attributed to the CBN's intervention.
Sensitivity analysis
To ensure the robustness of the results obtained, sensitivity tests with respect to the methodology are carried out to validate the interpretation of the findings. To control for heteroscedasticity that may occur in model 1, robust standards errors are used to re-estimate events 1, 2 and 3. Findings indicate that results did not change qualitatively, hence the results in table 3, 4 and 5 are robust and their interpretations are significant.
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Model 2 and 3 were originally estimated using Pooled OLS regression. Therefore, there is chance that the t statistic could be over stated. To control for this, the models are re-estimated using fixed effect and random effect panel regressions. The coefficients generated were qualitatively the same. Instead of comparing the variance in the residuals generated before and after IFRS adoption by observing their nominal values, the residuals were tested using the two sample variance test to study whether they are statistically different. The findings support the conclusion drawn for tables 6 and 7, hence the result are robust.
Similarly, Model 4 was also re-estimated using fixed effect and random effect panel regression to control for the possibility of the t-statistic generated previously being over stated. The finding confirms that results for model 4 in table 8 were not affected by the methodology.
Conclusion
This paper investigates how IFRS adoption and the subsequent reforms introduced by the Central bank of Nigeria (CBN) affected the level of earnings management in Nigerian banks.
Some Nigerian banks had already adopted IFRS prior to it being made mandatory; this paper investigates whether they had any incentive to do so. Our finding supports the signalling hypothesis that adopting IFRS was meant to signal to investors, foreign and local alike, that the bank abided by global best practises and this was meant to increase their competitive advantage in attracting foreign direct investment.
To investigate the market's reaction, three events are identified: when the announcement was made that IFRS will be mandatorily enforced; when the banks actually adopt IFRS; and the post adoption period. These events are analysed by studying the excess return of bank's stock 29 around the period each of these events occurred. Findings indicate no significant market reaction when the announcement was made, that the market reacted negatively when the banks adopted the Standards especially for larger banks, and that the market reacted more negatively to banks with high book to market ratio in the post adoption period. Implications of these findings are discussed.
Overall two metric are used to examine whether adopting IFRS reduced the level of earnings management in Nigerian banks. The result suggests that earnings management decreased post adoption for banks that adopted IFRS earlier on, whereas it increased for late adopters.
However, it might be too early to draw a definite conclusion about the full impact adopting IFRS had on earnings management among Nigerian banks. Findings also suggest earnings management decreased post CBN reform.
This study contributes to the accounting literature by focusing on Nigeria, a developing country. Most prior studies have focussed on developed countries and emerging economies. It is common knowledge that the relatively higher frictions in developing markets makes it difficult to extrapolated results of research carried out on developed markets to make an inference on developing economies. This study fills this gap. Also since there have not been studies accessing the impact of IFRS adoption on Nigerian banks, this paper could form basis for evaluating the performance of the policy. The widespread adoption of IFRS means that many more developing countries are likely to adopt the standards. Regulators in these intending countries could be observing the benefits and implication of Nigeria's attempt at adopting the standards; hence this paper provides them with a good insight.
Whilst this study has made interesting findings about the impact of IFRS adoption on Nigeria, it should be viewed as an exploratory study; there are opportunities for future research. It is seen that investors reacted negatively to IFRS adoption in Nigeria in the short 30 term, and the negative reaction continued into the medium term, although it was weaker. This might be early days to form a general view about the impact of the policy. Perhaps more post adoption observations are needed before making a definitive conclusion. Also, while exploring whether bank managers use loan loss provisions for earnings management purposes, other incentives, for example corporate control, were identified as being plausible reasons for the increase in loan loss provisions above the accounting requirement.
Investigating these incentives could form basis for future study. We test market reaction to the adoption of IFRS by Nigerian banks using the Fama and French four factor model. The sample includes both early adopters and late adopters. This is because we focus on the actual period the firm adopts IFRS and not the take-off date for mandatory adoption. We pool the observations and regress excess return against the firm size and book to market ratio. The α is the constant term generated from the regression.
Coefficient Standards error t ratio P value
Abnormal returns (α) we test whether this impact continued into the medium term. The sample used includes both early and late adopters. Since some of the banks adopted IFRS earlier on, the number of observations across each bank may vary. We use weekly observation for this study so as to obtain more observations and to pick up micro changes in stock returns. The observations are pooled and we regress excess return against firm size and book to market ratio. The α represent the constant term generated from the regression. We study the variability of net income of firms before and after they adopt IFRS by dividing our sample into two; early adopters and late adopters. This distinction was initiated to identify if the two samples responded differently to IFRS. We model ΔNI using model 2. We save the residuals and calculate the variance of this residual. This process is carried out separately for each of the sample. The residuals are estimated for pre adoption and post adoption periods. 
Variability of ΔNI
